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SUBJECT: ISRAELI ECONOMY 

REF: (A) TEL AVIV 8417 (B) TEL AVIV 8140 

1 . WE HAVE OBTAINED A COPY OF AN OFFICIAL DOCUMENT 
PREPARED FOR MINISTER RABINOWITZ'S USE IN SESSIONS ON 
THE DRAFT BUDGET WITH THE CABINET AND THE HISTADRUT 
LEADERSHIP AT THE END OF NOVEMBER. THE FORECASTS ARE 
BASED ON THE LATEST DATA AVAILABLE ON THAT DATE. HIGH- 
LIGHTS ARE REPORTED BELOW; FULL TEXT IS BEING POUCHED 
TO NEA/IAI. 

2. DEVELOPMENTS IN 1976 

(A) PAPER LEADS OFF BY NOTING IMPROVEMENT REGISTERED IN 
THE BALANCE OF PAYMENTS, BUT EXPRESSES ANXIETY ABOUT 
"RECENT SOCIAL AND ECONOMIC UPHEAVALS WHICH COULD UNDER- 
MINE OUR ACHIEVEMENTS". WHILE A DECLINE IN THE TRADE 
DEFICIT BY $150 MILLION WAS FORECAST, RECENT DATA 
SUGGEST REDUCTION OF $500 MILLION FROM LAST YEAR'S 
DEFICIT. IT IS NOTED THAT POSITIVE EXPORT TRENDS 
BEGAN IN 1975, WERE CONSOLIDATED IN EARLY 1976, AND 
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HAVE CONTINUED IN RECENT MONTHS. TOTAL GROWTH OF 
EXPORTS IN 1976 WAS ESTIMATED AT 15 PER CENT IN DOLLAR 
TERMS. GROWTH IN EXPORTS AND RESTRAINED LEVEL OF 
IMPORTS ARE ATTRIBUTED TO CURTAILMENT OF LOCAL DEMAND, 
CREEPING CURRENCY DEVALUATION, AND RECOVERY OF WORLD 
MARKET DEMAND. POSITIVE TREND HAS RESULTED IN REDUCED 
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PRESSURE ON FOREIGN CURRENCY RESERVES WHICH HAVE IN- 
CREASED BY $100 MILLION DESPITE A $250 MILLION REDUCTION 
IN SHORT TERM DEBT. THE PORTION OF SHORT TERM DEBT 
IN TOTAL NATIONAL DEBT HAS THUS DECLINED FROM 12 PER 
CENT LAST YEAR TO 8 PER CENT AT PRESENT. 

(B) THE NATIONAL PRODUCT WILL GROW IN 1976 BY ABOUT 
3 PER CENT IN REAL TERMS, AS COMPARED TO LAST YEAR'S 
ONE HALF PER CENT. TOTAL PRIVATE CONSUMPTION HAS 
GROWN BY 5.5 PER CENT WITH PRIVATE CONSUMPTION PER 
CAPITA INCREASING BY 3 PER CENT. PAPER NOTES THAT GOI 
HAD IN FACT PLANNED FOR A DROP IN PER CAPITA CONSUMPTION 
OF 2 PER CENT THIS YEAR. PUBLIC CONSUMPTION DECLINED 

BY 3.5 PER CENT, REFLECTING DROP OF 9 PER CENT IN 
MILITARY IMPORTS AND RISE OF 2 PER CENT IN CIVILIAN 
PUBLIC CONSUMPTION. 

(C) ON PRICE AND LABOR FRONT, THERE HAS BEEN SOME 
WEAKENING OF "DIMENSIONS OF OVER-EMPLOYMENT". TEN 
THOUSAND WORKERS HAVE BEEN SHIFTED TO EXPORT IN- 
DUSTRIES. ANNUAL WAGES PER EMPLOYEE HAVE RISEN BY 
APPROXIMATELY 35 PER CENT WITH REAL WAGES INCREASING 
BY 3 PER CENT. CONSUMER PRICES WILL GO UP BY MORE 
THAN 35 PER CENT, WITH THREE QUARTERS OF PRICE RISE 
STEMMING FROM DEVALUATIONS, CUTS IN SUBSIDIES, AND 
INTRODUCTION OF VAT. 

3. OUTLOOK FOR 1977 

WHILE PROGRESS HAS BEEN MADE IN A NUMBER OF IMPORTANT 
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AREAS, ISRAEL IS STILL FACED WITH DIFFICULT AND SERIOUS 
PROBLEMS WHICH WILL TAKE MANY YEARS TO SOLVE. TO CON- 
TINUE TO MOVE IN THE RIGHT DIRECTION, ISRAEL MUST 
"MAKE SACRIFICES IN SHORT TERM, INSURE FULL EMPLOYMENT, 

RESTRAIN INFLATION, IMPROVE BALANCE OF PAYMENTS, AND 
CONTINUE CONSTRUCTION AND ECONOMIC DEVELOPMENT. GOVERNMENT 
AND HISTADRUT SHOULD SET AN EXAMPLE". 

(A) THE MAJOR PROBLEMS FACING THE ECONOMY IN 1977 WILL 
CONTINUE TO BE BALANCE OF PAYMENTS DEFICIT AND INFLATION. 

ALL AGREE ON NEED TO RETURN TO RAPID GROWTH AS SOON AS 
POSSIBLE. HOWEVER, IT IS STILL PREMATURE TO ABANDON 
SHORT TERM OBJECTIVE OF RESTRAINING EXCESSIVE ECONOMIC 
ACTIVITY. DESPITE SOME WEAKENING OF THE LABOR MARKET, 

THERE IS STILL A SHORTAGE OF SKILLED AND OTHER WORKERS 
IN MOST INDUSTRIAL SECTORS. DEMAND MUST CONTINUE 
TO BE CURBED IF INFLATION IS TO BE RESTRAINED. 

THUS, 1977 IS EXPECTED TO BE ANOTHER YEAR OF RE- 
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LATIVELY LOW ECONOMIC ACTIVITY, WITH GNP RISING 
BY ABOUT 3 PER CENT AS IN 1976. INVESTMENT IN 
INDUSTRY IS EXPECTED TO REMAIN UNCHANGED; BUILDING 
SECTION WILL SEE A 15 PER CENT DROP WHILE INVESTMENT 
WILL RISE IN AGRICULTURE, ELECTRIC POWER, AND 
TRANSPORTATION. 

(B) WHILE 1976 WILL SEE A $500 MILLION REDUCTION IN 
BOP CURRENT ACCOUNT DEFICIT AND AN EQUAL DROP IN 
THE TRADE DEFICIT, NO ADDITIONAL SIGNIFICANT IMPROVE- 
MENT CAN BE EXPECTED IN 1977. ALTHOUGH THE CIVILIAN 
DEFICIT WILL DECLINE BY $100-150 MILLION, THERE WILL 

BE LARGER IMPORT PAYMENTS BECAUSE OF INCREASED IMPORTS 
OF MILITARY GOODS, LARGER INTEREST PAYMENTS ON FOREIGN 
DEBT, AND HIGHER PRICES OF IMPORTED GOODS. EFFORTS 
TO RAISE FUNDS ABROAD MUST BE INTENSIFIED IN ORDER 
TO INSURE THAT THE LEVEL OF FOREIGN CURRENCY RESERVES 
FOLLOW THE TREND OF THIS YEAR’S IMPROVEMENT OF $100 
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MILLION. 

(C) THE CURRENT ACCOUNT DEFICIT WILL THUS REMAIN IN 
NEIGHBORHOOD OF $3.5 BILLION. THE NATIONAL DEBT WILL 
CONTINUE TO GROW AND BY LATE 1977 WILL REACH $10.5 BILLION, 
WITH DEBT SERVICING AMOUNTING TO $1.25 BILLION. 

(D) UNLESS SPECIAL STEPS ARE TAKEN TO RESTRAIN 
INFLATION, CONSUMER PRICES CAN BE EXPECTED TO 
INCREASE BY 30-32 PER CENT. ONLY WAY TO ACHIEVE 
A SIGNIFICANT REDUCTION IN INFLATION IS WITH A 
WAGE/PRICE AGREEMENT INVOLVING HISTADRUT, EMPLOYERS 
AND THE GOVERNMENT. UNREASONABLE DIGRESSIONS FROM 
WAGE POLICY AND LEVEL OF GOVERNMENT SPENDING COULD 
CAUSE PRICE SYSTEM TO COLLAPSE. THE GOVERNMENT, 

FOR ITS PART, IS RESOLVED NOT TO DEVIATE FROM THE 
PLANNED BUDGETARY DEFICIT. AN APPROXIMATE WAGE 
INCREASE OF 35 PER CENT IS EXPECTED IN 1977. THIS 
ESTIMATE ALLOWS FOR A 13 PER CENT INCREASE IN 
OCTOBER 1977. 

(E) ON FUTURE GROWTH, PAPER ESTIMATES THAT THE 
TURNING POINT FOR RENEWED EXPANSION WILL OCCUR IN 
SECOND HALF OF 1977 OR FIRST HALF OF 1978. IN 

1978, REAL GNP WILL GROW BY 5-6 PER CENT, WITH 
ANNUAL RATE RISING TO 7 PER CENT IN 1979 AND TO 
8 PER CENT IN 1980. GROWTH WILL BE LED BY EXPANSION 
OF EXPORTS. WHICH ARE EXPECTED TO COVER 75 PER CENT 
OF IMPORTS IN 1980. COMPARED TO 54 PER CENT IN 1976. 
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4. COMMENT: LATEST TRADE DATA CARRIED IN PRESS 
SUGGEST THAT BOP IMPROVEMENT IN 1976 WILT. BE GREATER 
THAN THAT INDICATED ABOVE. THIS WILL BE REPORTED 
AS SOON AS IT CAN BE CONFIRMED. WITH REGARD 
TO APOSSIBLE WAGE/PRICE PACKAGE, TALKS BETWEEN 
GOVERNMENT AND HISTADRUT HAD REACHED VIRTUAL 
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STALEMATE EVEN BEFORE THE CABINET RESIGNED. THE 
ENTIRE QUESTION HAS OF COURSE NOW BEEN PUT ASIDE 
FOR TIME BEING. 

TOON 
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